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Introduction

Central lllinois Light Company (“AmerenCILCO”), Ceal Illinois Public Service
Company (“AmerenCIPS”) and lllinois Power CompatnierenlP”) (together, the “Ameren
lllinois Utilities” or “AlU") hereby submit their mitial brief on rehearing in Dockets 09-0306 —
09-0311 (Cons.). The record on rehearing estaddigiat the April 29 Order, as corrected by the
May 6 Order, (“Order”) understates the AlU’s revemaquirement by approximatepp5.23
million. The required revenue increases for the six gdsbectric utilities are as follows:

AmerenCILCO Electric: $5.34 million

AmerenCIPS Electric: $12.46 million
AmerenlP Electric: $24.48 million
AmerenCILCO Gas: $2.91 million
AmerenCIPS Gas: $2.96 million
AmerenlP Gas: $7.08 million

For the reasons discussed herein, the Commissiits @rder on Rehearing should make

the following adjustments to the Order.

* The Order’s adjustment to test year accumulatededeggion reservehould be
reversed to remove the roll forward of the accutealaepreciation balance to
the end of the pro forma period. The AlU’s progbaédjustment to accumulated
depreciation results in an increase in revenu@pfaximately$25.9 million.*

* The Order’s adjustment to test year accumulateeroif income taxes (ADIT)
should be reversed to remove the roll forward efAIDIT balance to the end of
the pro forma period. The AlU’s proposed adjustiierADIT results in an
increase in revenue of approximat&8.6 million.

» The Order’s pension and other benefits expshseld be adjusted to reflect the
known and measurable change in expense bookee it2timonth period ending
September 30, 2009. The AlU’s proposed adjustitepension and benefits
expense results in an increase in revenue of appabdely$16 million.

! The technical correction to the directional chaimgsign in the Order’s calculation of accumulated
depreciation related to pro forma plant resulta neduction in the revenue requirement of approteéigab1.5
million. (SeeAmeren Ex. 2.0RH (Stafford Dir.), p. 11 n.3.) Thaduction is reflected in the $25.9 revenue
requirement increase associated with the AlU’s psep adjustment to the accumulated depreciati@mves



» The Order’s cash working capital (CW@&nount should be adjusted to reflect the
amount of CWC associated with late-paying custorbhasgd on the use of 28.13
revenue collections lag days. The AlU’s proposdidstment to CWC results in
an increase in revenue of approximateBy75 million.

» The_Public Utility Revenue Act (PURA) tashould be excluded from the AlU’s
revenue requiremenfand thus base rates) and recovered as a pasghhax in
the AlU’s Tax Additions tariff with an annual trugp and reconciliation.

The AIU’s proposed adjustments on rehearing ateatefd in the schedules submitted in the
AlU’s August 27, 2010 response to the Post-RecathlRequest, dated August 18, 2010.
Il. What Is The Appropriate Application/Interpretat ion Of 83 Ill. Adm. Code 287.40

And 220 ILCS 5/9-211 In The Context Of AdjustmentsTo Accumulated
Depreciation Reserve?

The Commission specifically addressed the proppliGgiion and interpretation of Part
287.40 in the context of post-test year adjustmengecumulated depreciation in four recent
rate cases involving major gas and electric wsiti As demonstrated by these cases, Part 287.40
permits a utility to propose adjustments to testrysmounts to account for “known and
measurable changes” in “plant investment” “reasbneértain to occur subsequent to the
historical test year within 12 months after thenil date of the tariffs and where the amounts of
the changes are determinable,” ahdt plant investment was placed in service duittegtest
year. When a utility proposes such an adjustnitant, 287.40 does natandate that the
depreciation reserve for the entire historical plzadance be restated beyahe test year to the
end of the pro forma period. On the contrary, sarcladjustment violates the test year and
matching principles reflected in Part 287.20. ks, Section 5/9-211 of the Public Utilities
Act does not provide an exception to the test peaciple to allow a “roll forward” of

accumulated depreciation. The statute merely ksias a “prudence” test for including plant

2 The technical correction of the scrivener’s efaarAmerenlP electric results in a reduction in teeenue
requirement in the amount of $18,000. (3@eeren Ex. 11.0RH (Rev.) (Stafford Reb.), p. 20.)



investment in rate base, as the Commission alspreasously found. As established by the
Commission’s prior decisions, the test year balai@@ccumulated depreciation need only
reflect the increase in depreciation associated thig proposed post-test year plant, not the
increase in depreciation for all embedded test pant during the pro forma period. The Order
on Rehearing should reaffirm the settled interpgi@teof Part 287.40 and Section 5/9-211.
A. Part 287.40 Permits The AlU To Propose Known And Measurable ChangesIn
Plant I nvestment Without Rolling Forward Test Year Accumulated
Depreciation.

As the Order recognized, Part 287.40 creates atef#ion” to the test year requirement
that certain costs and revenues reflect histoteslyear values. Order, p. 30. By providing for
adjustments to historical test year costs and esgeenncluding changes in plant investment, Part
287.40 serves to mitigate regulatory lag. (Amef&n3.0RH (Rev.) (Fiorella Dir.), pp. 7-8.)

The AIU’s selection of a test year ending Decen#der2008 is not (and never was)
contested. (Idp. 3.) As permitted by Part 287.40, the AlU mrepd a pro forma adjustment for
certain known and measurable post-test year caggtditions to be placed in service by May
2010. (Id) The pro forma adjustment included related adjesits to rate base and income
statement associated with increases in accumuligtiedred income taxes (“ADIT”) and
depreciation expense associated with the pro f@lara additions. (Ameren Ex. 2.0RH
(Stafford Dir.), pp. 5-6.) To limit contested igsuin this case, the AlU accepted Staff's
proposed adjustment to test year plant to includ€grma plant additions only through
February 2010. _(Idp. 5.) The Administrative Law Judges’ Proposeded (“ALJPQO”) in the
initial phase of this proceeding accepted Stafftsppsed adjustment, which included related

adjustments to test year accumulated depreciatiserve and ADIT onlyor increases

associated with the proposed pro forma plant amtstthrough the end of February 2010.)(Id.



Regulatory lag is the delay between a change @galated enterprise’s costs and a
change in rates ordered by a regulator as a restiiat change in costs. (Ameren Ex. 3.0RH
(Rev.), p. 7.) Even with pro forma adjustmentatibty never fully recovers the cost of plant
investment made between rate cases, [ldB; sealsoAmeren Ex. 4.0RH (Dane Dir.), pp. 11-
12.) No party disputes that the AlU have maded-waifi continue to make — significant plant
investment after February 2010 that they will rexteive a return “on” or “of” until new rates are
approved in a subsequent proceeding. (Ameren BREB(Rev.), p. 7.) Part 287.40, however,
permits utilities to recognize prospectively atslethat portion of post-test year plant investment
reasonably certain to occur so that rates can axbequately offset the costs of that investment
as they are incurred. (lgp. 8.) The result is a calculation of test yglant more representative
of the level of plant investment that will existrohg the rate effective period. (I¢. 6.)

IIEC claims that a “change in plant investment iszggithat both increases and decreases
to plant investment be taken into account.” (IIEX 10.0RH (Gorman Dir.), p. 4.) AG/CUB
contends that the term” plant investment” mustriterpreted as “net plant,” not “gross plant.”
(AG/CUB Ex. 1.0RH (Effron Dir.), p. 3.) But as ti@®mmission rightly stated in defense of its

order in_.Commonwealth Edis¢ifComEd’), 07-0566, “[t|he issue is not net plant versuess

plant or the inclusion of all known and measuraiiienges; the issue is the date to which the

historical test year base is measured.” (ICC Bdated June 30, 2009, Commonwealth Edison

Co. v. lllinois Commerce CommissipNo. 2-08-0959 (Cons.), p. 10 (“/ICC ComBd).)® The

effect of the pro forma adjustment is to restageltistorical test year plant in service ashef
end of that test year by including known and measlerpost-test year plant additions, ahé

additions were made during the test year. (AmererB®RH (Rev.), p. 6.)

% The Commission’s appellate brief for ComMExbcket 07-0566, was attached as Appendix A toAtlugs
Post-Hearing Reply Brief in the initial phase abthroceeding.



The AlU have not advocated the use of a “grosstpnount in the calculation of rate
base in this proceeding. Nor have the AlU faile@¢count for “decreases” related to the
changes in “plant investment.” The AlIU proposddds year “net plant” that accounted for both
increases and decreases related to pro formaiplaggtment: historical plant in service less
depreciation on historical plant as of December2BD8, plus pro forma plant additions less
retirements less depreciation on the pro format@dditions as of February 28, 2010. The
AlU’s proposed adjustment does not “effectivelyrad@n the concept of a net plant investment,”
as the Order claims. Order, p. 30. Nor does Egt40 require that a utility automatically
restate its “net plant” to the end of the pro fonpegiod each time the utility proposes to account
for a known and measurable post-test year plantiadd As discussed below, the Commission
consistently and repeatedly has rejected the nthiainthe utility is required to “roll forward”
test year accumulated depreciation in connectiah avpro forma adjustment for “plant
investment.” The Order on Rehearing should natrarily abandon that prior practice.

B. A Roll Forward Of Test Year Accumulated Depreciation |s Not Permissible
Under Part 287.40 And Test Year Rules.

The Order concludes that it is appropriate “to reglU to reflect the balance of the
accumulated reserve for depreciation as of Febr2@ty in its rate base, because AlU has
included pro forma plant additions in its rate basef February 2010.” Order, p. 30. The
Order comes to this conclusion, despite the faadtttie Commission, in four prior rate cases,
explicitly has addressed and rejected a post-tsst gdjustment to accumulated depreciation for

embedded plant as prohibited by Part 287.40 andstsyear rules. ComEBocket 07-0566

(Order, Sept. 10, 2008); North Shore Gas Co. arelPédoples Gas Light and Coke Ctorth

Shore/Peopléy Docket 07-0241/0242 (Order, Feb. 5, 2008); CakriBocket 05-0597 (Order,



July 26, 2006); ComEdocket 01-0423 (Order, Mar. 28, 2003As the ALIJPO in this case

notes, these previous decisions “effectively refeetproposition that adopting a pro forma plant
adjustment necessitates updating the reserve éonadated depreciation related to test year
assets.” (ALJPO, p. 30.) For the Commission taate from its interpretation and practice in
these prior decisions, “there must be a discernaalson.” (Id.p. 29.) But, as the ALJPO
recognizes, there is not a “meaningful differenicetween the record in this case and the records
in Commission’s prior decisions. (Jgb. 30.) Thus, there is “no basis to accept topgsal to
make an adjustment to the reserve for accumulatprediation for test year plant.”_()d.

As these prior decisions demonstrate (and as tinen@ssion has argued in defense of its
decision in ComEd07-0566), the Commission’s own rules_do petmit an adjustment to
recognize increases in test year accumulated dapogcbeyond the test year to the last date of
the recognized pro forma capital additions. Asl&xed above, an anticipated change in
accumulated depreciation for embedded plant owe ts not part and parcel of a “known and
measurable” change in “plant investment.” Nothis thange on its own based upon the type of
evidence of reasonable certainty (e.g., contralotd)the Commission normally requires a utility
to provide to support a pro forma adjustment. Gl@nge is simply a calculation of what the
reserve may be at some future point in time beybadest year. That the reserve may increase
during the pro forma period does not make the aahjeist appropriate under the Commission’s
rules or from a regulatory accounting perspectiVee uncertainty and disagreement amongst

the parties (and the Commission) on the appropnegiodology to estimate that change — not

* The Commission is currently defending its priceipretations of Part 287.40 and Section 9-211 in
appeals of the Docket 07-0566 and Docket 07-242@lers. The Commission has not filed pleadingsther
appeal refuting its positions in the wake of thel@rin this proceeding. Indeed, two days afteretiidentiary
hearing in this proceeding on rehearing, the Comimisvehemently defended its decision in ComE#0566, in
oral argument._Commonwealth Edison Co. v. lllinB@mmmerce Comm’r2-08-0959 (Cons.), Aug. 18, 2010,
http://www.state.il.us/court/Media/Appellate/2nd sbict.asp




to mention the amount of that change itself — safsether doubt whether the change can be
treated as a “known and measurable” adjustmeimetdest year. (Ameren Ex. 2.0RH, pp. 8-9;
Ameren Ex. 11.0RH (Rev.) (Stafford Reb.), p. 1Rather, the Commission itself contends that
the anticipated change in the reserve over thégonoa period is the very type of adjustment
based solely on attrition that Part 287.40 spediffdorbids (Seee.g, ICC ComEdBr., pp. 11
(“[T]he existing Commission rule specifically fods the use of a general attrition factor to base
a pro forma adjustment. Yet that is all that G@t®aers and IIEC are doing, moving the
measurement of depreciation for the 2006 test naarbase to June 2008.").

No party has argued that Part 287.40 abolisheprtheiple of the 12 month test period
mandated in Part 287.20. But the Order essenpalbpes forward the entire balance of
accumulated depreciation to February 2010, regpitira deduction to rate base for depreciation
on plant that will occur afteahe test year used to establish every other ittoperating income
and rate base. The Commission itself has argagddthe Appellate Court that it is not
permissible to ignore test year limitations andude additional depreciation to test year rate
base simply because the utility opts to exercséaght to seek recognition of known and
measurable plant investment. “Such a restatenfehealepreciation on the historical test year
rate base violates the concept of a historicalytest.” (ICC_ComEd®r., p. 10.)

Staff claims that prior AlU orders are “consisteiith the Commission conclusion in the
Order” and that “where substantial pro forma pkjustments were proposed by an AlU utility,
the Commission found that the accumulated depieniatserve for all embedded plant should
likewise be rolled forward to the same pro formaquk” (ICC Staff Ex. 1.0RH-R (Ebrey Dir.),
pp. 9, 16.) But not one of the prior AlU orderBae on by Staff are on point. Indeed, Staff

conceded on cross-examination that, out of thet gigbr AlU cases it cites, six cases involved



“limited pro forma capital additions,” one caseahxed no pro forma capital additions
whatsoever, and in the only case that included npaojgcts, the treatment of accumulated
depreciation was resolved by the parties throuiglulstion. (Reh. Tr. 156-57 (Ebrey).) Thus,
the records in those prior AlU cases bear no siitylavhatsoever to the record here.

More importantly, Staff ignores recent Commissiodens that are on point. Staff
acknowledges two cases in which the Commissiomdidoll forward accumulated depreciation
despite the utility proposing substantial pro foroapital additions (ComE®5-0597 and North
Shore/People®7-0241/0242). But Staff conceded that it hadraviewed the record of any
prior orders in which a post-test year adjustmeradcumulated depreciation was expressly
contested by the utility and explicitly rejectedthg Commission. _(ldat 158-163.) It would be
arbitrary for the Commission here to abandon iisrpnterpretation in recent cases where the
utility contested the adjustment to the reservetaedCommission has rejected the adjustment,
even though the utility proposed substantial capiiditions. It would be no less arbitrary for
the Commission to ignore those decisions (as veglhea Commission’s position on appeal in the
most recent decision on point) — as Staff has ehtis€o — and base its decision here
exclusively on outdated AlU orders with differeatfs where the adjustment was not contested.

C. The Matching Principle Does Not Mandate A Roll Forward Of Test Year
Accumulated Depreciation.

The Order claims that “regulatory accounting reggiithe plant in service balance and the
accumulated reserve for depreciation balance tefesentative of the same point in time.”
Order, p. 30. The suggestion is that post-test gkeat and post test-year accumulated
depreciation are “opposing sides of a coin” thastmatch at any given point in time to avoid
an “inflated rate base.” Idp. 31. The “matching principle” does not perthe Commission to

“circumvent the existing [test year] rules.” Busas & Prof. People for the Public Interest v.




lllinois Commerce Comm’n146 Ill.2d 175, 240 (1991) (“BPI"). But in actuality, it is the

proposed post-test year adjustment to accumulapiediation for embedded plant that creates
the accounting mismatch, resulting in a rate blaaedrtificially understates the utility’s actual
“net plant” at the time rates go into effect. Timproper matching of the rolled-forward balance
of accumulated depreciation to other items in djpggancome and rate base demonstrates that
Staff and the Intervenors’ proposed adjustmentatéd the very principles they claim to espouse.
From a regulatory accounting perspective, the miagcprinciple prevents a utility from
“overstating” its revenue requirement by mismatghow revenue data from one year with high
expense data from a different year. (Ameren EBRBL. (Rev.), p. 5.) The test year rules are
intended to prevent such a mismatch by requiringmae and expenses to be stated over the
same 12 month period. (JdBut the “roll forward” of accumulated deprecatiproposed here
is not associated with any other adjustments toyeses balances. (Ameren Ex. 11.0RH (Rev.),
p. 11.) In other words, from a regulatory accoumperspective, the full “roll forward” of
accumulated depreciation does not correspondut) ‘adll forward” of any other components
of the cost of service. Thus, there is a mismhbattiveen the period used to set accumulated
depreciation and the 12 month period used to &etr aiems of operating income and rate base.
Staff claims that the matching principle requirésadl forward” of test year accumulated
depreciation, if a utility’s pro forma adjustmentiudes a majority of projects anticipated to be
in service during the pro forma period. (ICC Staff 1.0RH-R, p. 12.) But even if the roll
forward of accumulated depreciation were a relagjdstment to post-test year plant additions
(and it is not), in this instance, the AlU’s grgdant balance was not rolled forward. (Ameren
Ex. 11.0RH (Rev.), pp. 15-16; Ameren Ex. 11.2RHhjleed, by moving the entire balances of

accumulated depreciation and ADIT to February 2@i€®rate base deductions for those items



in the Order more than offstite increase to rate base from the pro forma iadditeven though

the AIU’s net plant was increasing during the pyorfa period. (Ameren Ex. 3.0RH (Rev.), p.
4; Ameren Ex. 11.0RH (Rev.), p. 21; Ameren Ex. RH5 It makes no sense for the AlU, with
increasingplant investment, both before and during the prana period, to endure_a negative
adjustment to rate base because of a pro forma atgusstment. The adjustment to roll forward
accumulated depreciation simply does not proviéeatbpropriate regulatory accounting match.

The Order concedes that Part 287.40 “as interptetee] may allow for a situation where
a utility’s gross plant increase would be outpaogdas additional accumulated depreciation.”
Order, p. 31. The Order claims that “the rule staatill only operate to increase rate base—the
utility can choose to seek pro forma adjustmenterwincreases in gross plant outpace
depreciation, and elect not to seek them whendoeayot.” Id. But the Order’s application
could lead — and in this case has led — to a deerearate base net plant, even if the utility
demonstrates a trend of increasing actual net.pliawteed, under the Order, a proposal to
include only a few capital additions seemingly wbregquire a roll forward of accumulated
depreciation on all embedded plant and thus afsigni deduction to rate base.

Staff, recognizing the Order’s paradox, attemptsréate a way out by manufacturing,
for the first time on rehearing, a “limited projgttest whereby test year accumulated
depreciation would not be rolled forward, if a itjilproposed a pro forma adjustment to plant
that included an amount of capital additions lasst‘substantial” from the projects anticipated
to be in service during the pro forma period. (I8@ff Exhibit 1.0RH-R, pp. 12-16.) Staff
cannot explain under what facts the Commission Ishapply these “limited” and “substantial”
projects tests. But apart from the subjectivemessuncertainty of this approach, Staff’s

“limited projects” test simply creates yet anotparadox: a utility will receive a larger increase

-10 -



to rate base by recognizing a handful, rather thammajority, of pro forma capital additions.
Under Staff's approach, for example, if the AlU l|dposed to include two specific projects in
its pro forma for AmerenlP electric, they would baealized a net increase in rate base of
approximately $5 million, in contrast to the negatrate base adjustment for AmerenlP under
Staff's rehearing calculation. (Ameren Ex. 11.068#¢v.), p.11; Reh. Tr. 168-169 (Ebrey).)
Staff's approach — whereby the utility would seeghyrpropose to recognize an amount of
additions less than a “majority” — is no more wdxeaor reasonable than the Order’s approach
to always roll forward accumulated reserve to the ef the pro forma period.

The Order further contends that “any adjustmengazing only post-test year increases
will overstate a utility’s actual rate base and betrepresentative of the same point in time.”
Order, p. 30. But ratemaking is not limited toedetmination of actual rate base at any fixed
point in time. As the Proposed Order in the ihilase of this proceeding properly recognized,

It is hardly surprising to the Commission that exges, revenues,
and plant in service begin to deviate from test yadues even
before a rate case is concluded. Similarly, them@gssion does
not expect that AlU’s expenses, revenues, or prasérvice for
any future annual period to align with the valuppraved in this
case. That does not, however, necessarily meathiaates
approved are not just and reasonable--rate magismgnply
imprecise.

(ALJPO, p. 33.) In other words, “the pro formawsdjnent is not an accounting process for

recording events as they occur.” Accounting Fdsliewtilities § 7.08[2] (Matthew Bender,

Oct. 2009 ed.).

The overall objective of ratemaking is to establstevenue requirement that best
approximates the utility’s level of investment azabt of service during the period that rates will
be in effect. The Order’s adjustment to accumdlakepreciation sets a rate base “net plant” that

understatethe AlU’s actual “net plant” per books as of Fedmyu2010, months before initial

-11 -



rates from this proceeding were in effect. (AmeEten5.0RH (Getz Dir.); Ameren Ex. 14.0RH
(Getz Reb.).) Likewise, if the Commission had ated the same adjustment in ComBad-
0566, the utility’s actual net plant would haversigantly exceeded rate base net plant during
the time rates would have been in effect. (Améten4.0RH (Dane Dir.); Ameren Ex. 13.0RH
(Dane Reb.).) Nor did any party put forward aniewuce that the AlU would have an

“overstated” net plant in rate base over the peratels will be in effectif no post-test year

adjustment on embedded plant were made in thissphog. Indeed, even Staff has conceded
that rate base net plant balance is not “overstaifatdoes not exceed “the anticipated actual

net plant balance in February 2010 or during timetihat rates from this case are expected to be

in effect” (Staff Init. Br., p. 11 (emphasis added).) Bander recognizes, “the assumption that
failure to [generally restate the accumulated dapt®n reserve] will produce excessive levels
of investment assumes that the total plant investweél not increase but will remain at test year

levels. This assumption is rarely valid.” AccauagtFor Public Utilities§ 7.08[2] (Matthew

Bender, Oct. 2009 ed.). Thus, the “matching ppletidoes not mandate or justify a post-test
year adjustment to accumulated depreciation.

D. Section 9-211 Does Not Mandate A Roll Forward Of Test Year Accumulated
Depreciation.

Section 9-211 states, “The Commission, in any datetion of rates or charges, shall
include in a utility’s rate base only the valuesath investment which is both prudently incurred
and used and useful in providing service to pultlility customers.” The Order claims that
“Section 9-211 essentially requires the Commissooansure that a utility’s approved rate base
does not exceed the investment value the utilityadly uses to provide service.” Order, p. 31.

But the Commission itself has told the Appellatau@e- correctly — that any reliance on Section

-12 -



9-211 to support a roll forward of the test yegoreeiation is “unavailing.” (ICC_ComERrief,
p. 10; sealsoALJPO, p. 33 (Any “reliance on Section 9-211 isptaced”).)

Both the AIU and Staff agree that Section 9-211sdua define how to value rate base or
otherwise mandate any particular accounting comwesitincluding the appropriate treatment of
pro forma adjustments for plant additions. (AmeEsn 3.0RH (Rev.), p. 2; ICC Staff Ex.
1.0RH-R, p. 13.) As the Commission explained ®First District Court of Appeals, “220
ILCS 5/9-211 has not been interpreted to abolishtélst year rules.” (ICC ComHRtief, p. 10.)
Rather, Section 9-211 merely establishes a “prugletest for including plant investment in rate

base._lllinois Power Co. v. lllinois Commerce Comr(2003), 339 Ill. App. 3d 425, 437

(“Pursuant to Section 9-211 of the Act . . . the@aission could only include the costs of these
projects in lllinois Power’s rate base if it foutitht those costs were ‘prudently incurred.”). As
Staff recognized, the question of what is the appate adjustment to test year accumulated
depreciation “goes beyond the prudent and usedisgidl criteria discussed in Section 9-211.”
(Staff Ex. 1.0RH-R, p. 13.) The Order on Reheanngst “reject[] the suggestion that Section 9-
211 has any bearing on this issue.” (ALJPO, p). 33.

lll.  If An Adjustment To Accumulated Depreciation R eserve Is Appropriate, What
Methodology Should Be Employed In Making The Adjusinent?

As discussed in Section Bupra whenever a utility proposes a pro forma adjustr@n
account for known and measurable post-test yeat plaestment, the appropriate adjustment to
test year accumulated depreciation is to recoghie@lepreciation expense associated with that
post-test year plant. This is the appropriate tdjent, regardless of whether the utility proposes
to include “limited” or “substantial” post-test yeeapital additions. This is also the adjustment
agreed on by the AlU and Staff, and approved byAlh#O, in the initial phase of this

proceeding. No further adjustment to “roll forwatlde test year balance of accumulated
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depreciation is justified simply because the wtiitoposes to include post-test year plant in its

test year plant in service, “as if’ the capital éidths were placed in service during the test year.

As shown below, the various “roll forward” adjustmi® to test year accumulated

depreciation advocated in this case have differattrrally in both methodology and amount.

Initial Phase Methodolo Post-Test Year Post-Test Year | Rev. Increase to
Proposals ay ADR Increase ADIT Increase Order
AlU, Staff and N/A $0 $0 $35,500,000
ALJPO
IIEC Expense applied t0 $192,199,000 $0 $13,000,000
Ameren Ex. 2.10RH | certain accounts
AG/CUB CapEx less New | $169,335,000 $0 $15,500,000
Ameren Ex. 2.11RH Business
Order Expense/Balance | $235,347,000 $81,740,000 ($1,500,600)
Appendix G Corrected| Sheet
Rehearing Phase Post-Test Year Post-Test Year | Rev. Increase to
Proposals MR @) ADR Increase ADIT Increase Order
AlU N/A $0 $0 $35,500,000
Staff Primary Expense/Balance | $229,492,000 $16,658,000 $6,500,000
Ameren Ex. 11.2RH Sheet
Staff Alternative | Expense/Balance | $207,001,000 $16,658,000 $9,500,000
Ameren Ex. 11.2RH | Sheet
IIEC Expense $229,491,000 $0 $8,500,000
IIEC Ex. 10.0RH
Page 9, Table 1
AG/CUB CapEx less New | $124,976,000 $25,771,000 $18,000,000

Ameren Ex. 11.3RH

Business

Staff claims that “the assumptions each of theigmurised in their calculations explain

why the resulting amounts are different. If alitpess had agreed on the basis for the adjustment,

the amounts derived would be the same.” (ICC Haffl.ORH-R, p. 18.) Staff makes this

> As discussed above, the technical sign changedation reduces the Order’s revenue requirement by
approximately $1.5 million._Sesuprap. 1, n.1.

® Under Staff's Alternative proposal, the ADR adjuent has been reduced to remove negative amounts

for CIPS-E and IP-E shown on ICC Staff Ex. 1.0RKHa8hment B — Revised line 11.
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claim, despite recognizing — and rejecting — tlteaally different methodologies and adjustment
amounts proposed by IIEC and AG/CUB in the inifiahse of this proceeding. (Igp. 18-20.)
Moreover, Staff makes this claim, despite now adtiog a subjective “limited projects”
standard when a post-test year adjustment to adatedulepreciation is not appropriate — a
standard never expressly adopted by the Commissemer advocated by IIEC or AG/CUB in
this or any other rate case, and implicitly rejddbg the Order’s holding that increases to
accumulated depreciation during the pro forma plemuoist always be recognized regardless of
the amount of post-test plant additions that tliléyproposes to include in test year plant.
Thus, even on rehearing, the parties still cangogeaon when the adjustment should be made,
much less the appropriate methodology and amounhéoadjustment.

More importantly, the various post-test year adnesits to the accumulated depreciation
reserve (and the assorted methods of calculatmgdiustment) proposed in this proceeding do
notresult in either a fair and balanced approachéareatment of accumulated depreciation or a
just and reasonable rate base. A utility shouldoegoenalized with a deduction to rate base
simply because it proposed a pro forma adjustntergdognize post-test year plant investment,
when that utility has shown a trend of increasiegpiant investment both before and during the

pro forma period. Nor should a utility recognizieger increase to rate base simply because it

’ The AIU have set forth what would be necessaryamions to several of the proposed post-test year
adjustments to accumulated depreciation, if thesidjent were in fact permissible and appropriate (&is not).

Rehearing Phase Methodolo Post-Test Year Post-Test Year Rev. Increase to
Proposals 9y ADR Increase ADIT Increase Order

IIEC Corrected Expense applied to | $156,702,000 $0 $17,000,000
Ameren Ex. 7.2RH certain accounts
Order Corrected Expense/Balance | $156,702,000 $16,659,000 $15,000,000
Ameren Ex. 7.2RH Sheet
Staff Corrected Expense/Balance | $152,091,000 $11,663,000 $16,500,000
Ameren Ex. 11.2RH | Sheet
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proposed to include “limited” instead of “substailiticapital additions. Neither the

methodology approved in the Order nor Staff's hybriand largely undefined — “substantial”
additions test produces a logical result. And lagproaches essentially eliminate the benefit of
mitigating regulatory lag in an environment of ieased capital investment in a utility’s
distribution infrastructure. Indeed, both appraachkerve only to exacerbate the effect of
regulatory lag, even though it can be reasonaldyrasd that the utility will continue to invest in
its systems throughout the time that rates wilirbeffect. Thus, the AlU’s proposed adjustment
(and methodology) must be accepted as the onlyajustreasonable approach, as this
Commission previously and repeatedly has recognizedor rate cases.

IV.  To The Extent That The Commission Wants To Alte The Manner That It Adjusts

Accumulated Depreciation Reserve, What, If Any, Stgs Must Be Taken Before

Doing So?

Despite the Commission having previously determihed Part 287.4Qrohibitsa roll
forward of accumulated depreciation, the Order rge® course and finds that Part 287.40
requiresthis adjustment. As discussed by Dr. McDermbg, Commission has various tools at
its disposal to consider changes to its rules. nGimg a rule — or abandoning a prior
interpretation of a rule — in the course of corgdstite case, without prior notice to partiesos n
one of them. If the Commission wants to alterrttaner it adjusts accumulated depreciation
under Part 287.40, the Commissionstfollow the statutory procedures for a rulemaking.

As discussed below, the Commission cannot arldigrabiandon prior interpretations of
its own procedural rules in the middle of a cordgdstate case without warning. If the
Commission wants to alter the manner in which nisistently has interpreted and applied Part
287.40 with respect to adjustments to accumulaggdetiation, then it must do so in a
rulemaking proceeding outside the rate case precesat least clearly indicate at the beginning

of a contested case proceeding that it intendeaoge its policies, practices or rules concerning
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this adjustment for all utilities, as required byc8on 220 ILCS 5/10-101. Here, however, the
Commission did not take the necessary steps inrtbiance to alter the manner in which it
adjusts the accumulated depreciation reserve Urae287.40. Consequently, the adjustments
to roll forward the balances of accumulated dejatem and ADIT must be reversed.
Administrative proceedings are governed by the &mnehtal principle of due process of

law. Robert N. Nilles, Inc. v. Pollution ControtiB(1974), 17 1ll. App. 3d 890, 894. While an

administrative body has broad discretionary powieraust exercise these powers judiciously
and not arbitrarily. (1d. In reaching a decision, agencies such as then@ission are required to

follow their own rules in reaching a decision. Biess & Professional People for the Public

Interest v. lllinois Commerce Comm{i989), 136 Ill. 2d 192, 228 (“BP1)'(“the Commission

cannot violate the Act or its own rules”); HetzeiState Police Merit BA1977), 49 Ill. App. 3d

1045, 1047 (“[having] once established rules pumst@statutory authority, an administrative
agency is bound by these rules and may not vithatie”).

But agencies are bound not just by their rules alsd by their prior custom and practice
in interpreting those rules, especially where, @ hthere was detrimental reliance on those

interpretations._United Cities Gas Co. v. lllindiemmerce Comm’§1992), 225 Ill. App. 3d

771, 782;_Alton Packaging Corp. v. Pollution CohBd. (1986), 146 Ill. App. 3d 1090, 1093-

94. Regardless of the precedential value Commmssiders might have, the Commission may

not arbitrarily abandon prior interpretations afiitiles. _Citizens Utility Board v. lllinois

Commerce Comm’nl66 Ill. 2d 111, 132 (1995) (Commission is unawitted to depart

drastically from practices established in earlielens). Nor does Commission’s discretion to
decide each case on the individual merits givieatauthority to interpret its administrative rules

differently when confronted with analogous factdmeren Ex. 6.0RH (McDermott Dir.), p. 5;

217 -



Ameren Ex. 15.0RH (McDermott Reb.), p. 5); CommoaltfeEdison Co. v. lllinois Commerce

Comm’n 536 N.E.2d 724, 730 (lll. App. 1989) (“the Comma may not deparsub silentio
from its usual rules of decision to reach a differeinexplained result in a single case”).

In Citizens Utility Board v. lllinois Commerce Conim 166 Ill.2d 111 (1995), the

lllinois Supreme Court reviewed a rulemaking ortthet effectively denied utilities the
opportunity for full recovery of coal tar remedaticosts. In three prior orders, the Commission
specifically rejected proposals that would denyyeag charges on the unrecovered balance of
coal tar remediation costs. lat 132. In the rulemaking proceeding, however,Gommission
adopted the very proposal it had previously reghcti@ overturning this portion of the order, the
court found that “the Commission has failed tocatate a reasoned basis for its sudden
departure from the [prior] orders.”_Idlhe court specifically rejected arguments thautty
principles” or “public policy” justified the Commsson’s attempted departure from past practice.
Id. at 126, 130. “In the absence of evidence to sd@psignificant change in treatment of
operating expenses, we do not believe that defersmowed to the Commission’s policy

decision regarding treatment of coal-tar cleanypeeses.”_ldat 132;_sealsolllinois Power

Co. v. lllinois Commerce Comm, 1339 Ill. App. 3d 425, 439 (5th Dist. 2003) (resieg

Commission order due to unwarranted change inypobacerning prudence review).
The Commission repeatedly has interpreted PardB8¥s prohibiting adjustments to rate

base to account for post-test year depreciatioenoipedded plant. ComEBDocket 07-0566

(Order, Sept. 10, 2008); North Shore/Pegpscket 07-0241/0242 (Order, Feb. 5, 2008);

ComEd Docket 05-0597 (Order, July 26, 2006); ComBdcket 01-0423 (Order, Mar. 28,

2003). As the AIU discussed at length in prioefsj in each case the Commission found that
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the proposed adjustment violates test year priesiplndeed, the Commission recently affirmed
that interpretation in its defense of the ContZzd0566 Order on appeal:

GC Petitioners and IIEC are wrong in claiming tthegre is a quid
pro quo rule, i.e., that when a public utility reess a propepro
forma capital addition decision under 83 Ill. Adm. Cd&¥.40,
the utility’s rate base (or the depreciation ongh#ghedded test
year plant) is restated to the last date of thegeized pro forma
capital addition. . . . GC Petitioners and IIECagnthe
fundamental fact that what they are proposing rrewmy to Illinois
law, the Commission’s rules, and previous Commissliecisions.

(ICC ComEdBr., p. 12; sealsoBrief of the Illinois Commerce Commission, Peopldhe State

of lllinois v. lllinois Commerce Comm’nDocket Nos. 01-08-2055 et al., Apr. 10, 2009 CIC

North Shore/PeopleBr.”), pp. 22-29.5 “[S]uch a consistent and long-standing adminiistea

interpretation cannot but have persuasive effebtississippi River Fuel Corp. v. lllinois

Commerce Comm’nl ll.2d 509, 514 (1953).

Whether the Commission thinks that a post-test gdprstment to accumulated
depreciation is now justified by “regulatory accting” or hindsight of other utilities’ rate
orders is irrelevant. A misperception that Pait.28 has led to undesirable results does not
justify an arbitrary reinterpretation of the rulat the initial hearing, IIEC’s witness agreed that
his proposed depreciation reserve adjustment igifumally the same as the adjustment that this

same witness proposed_in ComBEdcket 07-0566. (Tr. 545.) The Order in Dockét0b66

rejected the adjustment, citing all of the priocid®ns where the Commission rejected the same
adjustment. In the subsequent appeal of that OtldeiCommission argued that Part 287.40
prohibits the adjustment. (ICC ComBd., pp. 8-15.) The Commission made the same

representation in the appeal of the Order in NStibre/Peoplesvhich involved the same

8 The Commission’s appellate brief for North Shoe®/fles Docket 07-0241/0242, was attached as
Appendix B to the AlU’s Post-Hearing Reply Brieftims initial phase of this proceeding.
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adjustment. (ICC North Shore/Peophkss, pp. 22-29.) The Commission has acknowledpat

in light of its prior decisions on this issue, tiave adopted the [IIEC] position on this issue at
this late date would be merely arbitrary as the @asgion itself found.” (ICC ComEBr., p.

13; seealsolCC North Shore/Peopld3r., p. 27.) “[N]Jo matter how much discretion the

Commission is afforded under the Act, its decisiaresentitled to less deference when it
drastically departs from past practice.” BP136 lll.2d at 228.

In BPI |, the Court explained, “The Commission may altearmend its past practice, but
it must follow the procedures set forth in its sind the Act.”_ldat 226. The Court held that
the Commission erred in attempting to change it&poegarding test year rules without
following Section 10-101 of the Act, which requitbsit “[a]ny proceeding intended to lead to
the establishment of policies, practices, rulegrograms applicable to more than one utility may
.. . be conducted pursuant to . . . contested masésions, provided such choice is clearly
indicated at the beginning of such proceeding adaguently adhered to.” Jadjuoting8 220
ILSC5/10-101. Rather than add a new rule or anagnelisting rule to establish a new test year
period, the Commission improperly used its disoreto consider circumstances outside the test
year in deciding particular issues. ;lseealsoBPI Il, 146 1ll.2d at 241-242 (1991) (finding that
the Commission committed reversible error by viaits own rules by attempting to
circumvent existing rules instead of amendingat year rules).

Here, the Commission violated Section 10-101 bysitng its policies, practices and
rules concerning post-test year adjustments ta¢bamulated depreciation reserve and ADIT in
the middle of a contested proceeding, rather tharemnaking, without affording proper notice
to the AIU and all other interested parties. Setfi0-101 explicitly provides, “Any proceeding

intended to lead to the establishment of poligeesctices, rules or programs applicable to more
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than one utility may, in the Commission’s discratibe conducted pursuant to either a

rulemaking or contested case provisions, provideth €hoice is clearly indicated at the

beginning of such proceeding and subsequently adhtei (emphasis added). In the wake of

four prior decisions where the post-test year ddjast to the reserve was contested by the
utility and rejected by the Commission, it was appropriate for the Commission to abandon
that interpretation in a Final Order at the end stibsequent rate case for another utility with
analogous facts. As the Commission itself recagphipust weeks aftehe AlU filed its direct
case in this proceeding, “in the absence of acghiémge, the Commission is not authorized to
create such a selective two and a half year testryge for depreciation on the historical rate
base.” (ICC_ ComE®r., p. 12.) Before it could alter its prior ptae, the Commission had to
initiate a proceeding for that purpose and prodigar notice to all interested parties at the
outset of the proceeding that the Commission irgdrtd revisit its prior interpretation of Part
287.40 and application of post-test year adjustsy@anaccumulated depreciation. No such
proceeding was ever initiated. And no such naotias ever given.

As former Commissioner Dr. McDermott explainedyége case is simply not the place
to have such a detailed and important policy disicusregarding [the proper interpretation and
proper application of Part 287], given the limitede, resources, and input.” (Ameren EX.
6.0RH, p. 4.) Rather, issues of rule interpretatiointent should take place within a rulemaking
proceeding or other more general framework., fd5.) This allows a full vetting of the issues
to take place in which all interested parties mastipipate where a policy or practice can be
established for future Commissions and the typegfilatory uncertainty that is caused by
Commission decision vacillating on a case-by-caststcan be avoided. (Jgh. 6.) Rules are

made and policies established to give certaingni settle expectations for parties concerning
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on how they will be treated by the controlling regary authority. Drastic reversals in
Commission policy and practice must be communictdedterested parties before the fact, not
after, to ensure the fairness, predictability aiadbitity of the regulatory environment._(Jgh. 8.)
While one can claim that the Commission prior deais were all fact-based, the Commission
cannot interpret and apply Part 287.40 differeimtlthis proceeding than in prior cases where the
utility proposed a similar adjustment to includgrsficant post-test year plant additions to itg tes
year plant in service without rolling forward thest year balance for accumulated depreciation.
The adjustments to roll forward the balances otiaadated depreciation and ADIT in the Order
must be reversed, and any reconsideration of tleepiretation and application of Part 287.40
must occur outside the context of this rate caseqading.

V. What Is The Appropriate Adjustment, If Any, To A ccumulated Depreciation

Reserve In This Proceeding (Including Any Of The Akged “Technical
Corrections”)?

As discussed above in Sections Il anddiprg the appropriate adjustment to the test
year balance of accumulated depreciation in tresgeding is to recognize the depreciation
expense related to the post-test year plant adgitid\ny further adjustment to “roll forward” the
test year balance of accumulated depreciationg@tidl of the pro forma period, including any
post-test year adjustment that includes the teahnarrections proposed by the AlU in the
Application for Rehearing, is not appropriate. Th@ler’s post-test year adjustment to the test
year balance of accumulated depreciation shouléteved in the Order on Rehearing, as
reflected in Ameren Rehearing Appendices A-F, Sualeed, Page 2, column d.

A. What |s The Appropriate Valuation Of Net Plant At The End Of February
20107

The Commission’s stated purpose in “rolling forwattte balances of accumulated

depreciation and ADIT was to fashion a “net plahgt provides “an accurate and balanced
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snapshot of the utility’s financial picture for eataking purposes.” Order, p. 31. The Order
further claimed that failure to roll forward thecaenulated depreciation reserve “will overstate a
utility’s actual rate base and not be represergaiivthe period rates are in effect.” ,Id. 30.

But rather than provide an “accurate and balannagshot” or an “appropriate valuation” of the
AlU’s “net plant” as of the end of the pro formarioel, the Order’s rate base net plant materially
understatethe AlU’s actual “net plant” balances on their keat the end of February 2010 —

two months beforeates from this proceeding were even in effeéméren Ex. 2.7RH; Ameren

Ex. 5.0RH (Getz Dir.); Ameren Ex. 14.0RH (Getz Rgb.

The Order fails to paint an “accurate” and “appiaj@’ picture of “net plant” as of the
end of February 2010 in part because the AlU’s psed pro forma plant addition adjustment
($278 million) to rate base does not include alihaf capital additions placed in service during
the pro forma period ($380 million). (S@eneren Ex. 14.1RH.) The fact that the AlU’s pro
forma adjustment to plant in service accounts fdy approximately 73 percent of the
distribution plant placed in service during theipéindicates that the AlU did not actually “roll
forward” its entire gross plant balance. By putpay to “match” the Order’s plant in service
with only the pro forma additions (instead of apdal additions) with estimated balances for
accumulated depreciation and ADIT as of February2P&0, the Order does not and cannot
capture the full value of the plant investment attjuplaced in service during the pro forma
period. Staff contends its proposed adjustmenéetamulated depreciation and ADIT result in
an “appropriate valuation” of the AlU’s “net plardat the end of February “for rate making
purposes.” (Ameren Ex. 14.0RH, pp. 5-6; Ameren Ex4RH.) But Staff's “net plant” balance
still understates the actual balance of the AllEsplant by approximately $133 million.

(Ameren Ex. 14.0RH, p. 6; Ameren Ex. 14.3RH.)
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Neither the Order’s nor Staff's “net plant” is aacturate and balanced snapshot” of the
AlU’s financial picture in the period when ratesciied in this proceeding are in effect. It is not
even an accurate snapshot of the AlU’s financietiyoe at the end of the pro forma period. If
the point of the Order’s adjustment was to esthldis “appropriate valuation” of “net plant” at
the end of the pro forma period that comes clogsegsembling the actual “net plant” balances on
the utility’s books, the Order’s “rolling forwardidjustment fails to meet that end.

VI. Is An Adjustment To Accumulated Deferred IncomeTaxes (“ADIT”) Appropriate
When The Reserve For Accumulated Depreciation Is Adsted?

As explained in Sections Il, lll and Buprg whenever a utility proposes a pro forma
adjustment to recognize post-test year plant imvest, the appropriate adjustment to the test
year balance of accumulated depreciation is togmize the depreciation expense related to
those post-test year capital additions. Thisge #he appropriate adjustment to ADIT, i.e., to
recognize only the change in ADIT related to the forma plant additions, regardless of
whether the utility proposes to include limitedsobstantial post-test year capital additions.
(Ameren Ex. 2.0RH, p. 15; Ameren Ex. 3.0RH (Rep.)15.) This is also the adjustment agreed
on by the AIU and Staff, and approved by the ALIPQhe initial phase of this proceeding. No
further adjustment to “roll forward” the test ydmalance of ADIT is justified because the utility
has proposed to include post-test year plant axhditin its test year plant in service, “as if” the
plant additions were placed in service during st year. Indeed, no party previously proposed
a post-test year adjustment to ADIT in the iniphbse of this proceeding. And the Commission
expressly rejected proposed adjustments to roNdod test year ADIT in connection with pro
forma plant additions in ComE07-0566._Se®rder, Sept. 10, 2008, p. 32 (“Consistent with
the Commission‘s analysis concerning accumulatedigions for depreciation and amortization,

the Commission rejects the AG, CG, and IIEC progasustments to ADIT.”).

-24 -



Even if it were permissible under Commission r@ed accounting principles to roll
forward the balance of accumulated depreciatiomever, it is still not appropriate to make an
additional adjustment to roll forward the test ybalance of ADIT. ADIT is an adjustment
made when computing rate base, not “net plant.iméfen Ex. 2.0RH, p. 15; Ameren Ex. 3.0RH
(Rev.), p. 16.) If the Order intends to restate AU’s “net plant,” then there should be no
adjustment for ADIT, since ADIT is not part of theet plant” calculation. If the intent of the
Order was to restate rate base as of February 204 an adjustment to restate ADIT arguably
would be appropriate, provided that all other congous of rate base were similarly restated to
February 2010 balances. In addition, the operatiaggment also would have to be updated for
the 12 month period ending February 28, 2010, sbrvenue and expense are matched to the
same period. However, as explained above, a pneaf@adjustment to recognize post-test year
plant investment does not transform the utility'stdrical test year to a current test year. Thus,
no additional adjustment to ADIT is appropriateastthan the adjustment related to the pro
forma plant additions accepted by AlU, Staff andJRD in the initial phase of this proceeding.

A. If So, What Is The Appropriate Calculation Of The Adjustment To ADIT As Of
The End Of The Pro Forma Period In This Proceeding?

For the reasons stated above, the appropriatetadjosto the test year balance of ADIT
is to account for the increases in ADIT relatethi® pro forma plant additions. The Order’s
post-test year adjustment to the test year balaha®IT should be removed in the Order on
Rehearing, as reflected in Ameren Rehearing Appesdh-F, Schedule 2, Page 2, column d.
VII.  With Regard To Cash Working Capital, What Is T he Appropriate Methodology To

Determine The Accuracy Of The $3.75 Million In Capial Costs That AlU Argues
Should Be Netted Against $9.4 million Of Late Fee &enues?

The AIU have customers who pay late, and therecizssato the AlU associated with

these late payments. When a customer pays l&dIth do not receive timely the revenues
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from that customer to provide service and mustiolitee equivalent funds necessary for
working capital (i.e., CWC) from some other sourddae AlU, however, continue to pay their
employees and vendors for services received imalyimanner. Therefore, the costs related to
late payments represent a cost to the AlU assaligith having to fund necessary services (i.e.,
through CWC) when payments are not made on time.

The effect of late payments is included as pathefCWC calculation through the
collection lag component. As explained by AlU weiss Stafford, the $3.75nillion in costs
associated with late payments represents the elifterin the revenue requirement between a
calculation of CWC using the 28.13 day collectiag talculated in the AlU’s lead lag study and
one using the 21 day collection lag espoused b§ BEd adopted in the Order.

In accordance with the Commission’s rules, the Algb receive late payment fee
revenues from late paying customers (totaling $8l4on in the test year). These revenues are
accounted for in the revenue requirement, and derk&duce the level of tariffed rates to the
benefit of ratepayers. It is therefore appropratanclude the full cost associated with late
paying customers (through the collection lag congmbrof CWC) in the revenue requirement as
well. No witness on rehearing disputes the mathieadacalculation of the $3.75 million in
capital costs or the $9.4 million in late paymesd fevenues. Nor does any witness dispute the
fact that both late payment fee revenue and CW€aresproperly included in determination of
the revenue requirement. Staff agrees that betl$3h75 million of CWC costs arising from the
calculated 28.13 day collection lag and the teat {@vel of late payment revenue of $9.4 million
should be reflected in the revenue requirement.rébearing, the only alternative offered to the

28.13 day collection lag was the IIEC’s proposalse 21 days. As discussed below, however,

® This amount is corrected from $3.9 million. (Seweren Ex. 2.0RH, p. 17; 2.8RH.)
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IIEC’s proposal amounts to nothing more than aitrary and unsupported proxy for a
collection lag. The AlU, by contrast, have prepiaaeconservatively calculated collection lag
based on test year data. Thus, the AlU’s propesggrding CWC on rehearing should be
adopted, and the $3.75 million of CWC costs ari$iog the calculated 28.13 day collection lag
should be reflected in the revenue requirement.

The appropriate methodology to determine the acgusthe $3.75 million in capital
costs requires using a collection lag of 28.13 days Mr. Heintz explained, CWC refers to the
amount of funds required to finance the day-to-ogrations of the AlIU. (Ameren Ex. 9.0RH,
p. 3.) As such, it represents an investment ompéneof the utility and is therefore included in
rate base, in order to compensate the utilitieg2stors for providing the funds required for those
day-to-day business operations requiring a cadaydtiring the lag time between the provision
of service and the receipt of revenues associattbdtiat service. (14. In Illinois, the CWC
calculation is often based on a lead-lag studyJI88dm. Code 285.2070, and the AlU
submitted such a study in the present case to suppoequested level of CWC._(}Jd.

One component considered in determining the AIUECrequirements is the revenue
lag. The revenue lag consists of five distinct ponments: (1) meter reading or service lag; (2)
billing lag; (3) collection lag; (4) payment proseyy lag, and (5) bank float on collection from
customers. The collection lag was the only contestenponent of CWC in this proceeding.
(Id., p. 4.) The AIU’s 28.13 day collection lag wasetmined in the same manner as the other
components of the lead-lag study: it was basedctrabtest year data. The collection lag
reflects the number of days between when the Atluasa bill and when the AlU receive

payment, which necessarily includes payments redeafter the due date. ()d.
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The collection lag during the test-year periodasdd on empirical data obtained from
receivables reports generated by the AlU’s custdiieng system. (Id.p. 6.) The collection
lag was based upon an analysis of the AlU’s acoabunts receivables for the test year.
Weekly reports were produced for the AlU that shbevaging of accounts receivables, by time
outstanding, for residential and non-residentistemers. (Ameren Exs. 9.1RH; 9.2RH.) The
receivables totals for the test year were calcdlated weighted for each of the receivables aging
buckets (e.g., 30-60 days) as a percent of thedotaunts receivables. The midpoint of each
aged bucket was determined and multiplied by thighted average of the dollars in the aged
bucket during the test year. The sum of weightestages produced the 28.13 day collection
lag. (Ameren Ex. 9.0RH, p. 8; Ameren Ex. 9.3RH.)

On rehearing, Mr. Heintz reviewed the calculatisnpporting the collection lag.
(Ameren Ex. 9.0RH, p. 9). Mr. Heintz’s review raled that the ranges for the aged buckets
originally relied upon were incorrectly definedd.f He recalculated the collection lag based
upon the corrected definitions of each of the dmgsrkets, which revealed that the collection lag
was actually 35.11 days. (Ameren Ex. 9.4RH.) Muweg, the 90+ days aging bucket of
receivables was treated as if the receivables agitanding for only 90 days, when they could
be more. If these receivables had been fully dged to beyond 90 days), the collection lag
would have been greater than 28.13 days. (Amexef.BRH, p. 10.) Thus, a corrected
collection lag would result in a higher CWC requouent for the AlU. Nonetheless, the AlU
propose only to use the original 28.13 day coltettag. The updated data, however, clearly
demonstrate that the AIU have employed a consersabllection lag in the determination of

their CWC requirements._(Id.
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The difference in the amount of CWC required usgirgpllection lag of 28.13 days, as
calculated by the AlU using test year data, veBsudays (adopted in the Order), is $32.976
million, as shown on Ameren Exhibit 2.8RH. (Ameiexn 2.0RH, p. 18.) The $3.75 million in
“capital costs” represents the revenue requirenmepdct to the AlU associated with this
difference in CWC allowance._ ().

In addressing this issue, IIEC witness Mr. Meyarteads that 28.13 days is not the
correct collection lag. His “analysis,” howeves flawed. Mr. Meyer acknowledges that “a
properly determined collection lag is a dollar-wegd average of customers’ payment
performance.” (Ameren Ex. 16.1RH, p. 3, Data RespdhU-IIEC 11.05.) Mr. Meyer asserts
that the IIEC’s proposed collection lag of 21 deggsresents an “average” of customers’
payment performance. (IIEC Ex. 11.0RH, p. 7.) Meyer admits, however, that his 21 day
collection lag “washot based on a calculation of average customer paypsfdarmance,”
(Ameren Ex. 16.1RH, p. 5, Data Response AlU-IIECL&Xemphasis added)), and is instead
merely the number of days allowed by 83 Ill. Adrstrative Code 280.90(a) before which the
utilities in lllinois cannot charge a late fee. nfaren Ex. 16.1RH, p. 4, Data Response AIU-IIEC
11.14.) As such, itis a purely hypothetical numbghe 21 day period proposed by the IIEC is
not an average of any payment data, nor doeddicteiny real or measured customer payment
pattern. IIEC has provided no study, analysigjalaiata, or other empirical evidence that
supports the conclusion that the 21 day periodpsasentative of the AlU collection patterns.
Further, Mr. Meyer did not perform a quantitativealysis in an effort to validate his assumption
that the 21 day lag proposed by the IIEC represam&verage of the AlU’s customer payment
performance. (Ameren Ex. 16.1RH, p. 6, Data Resp@dU-1IEC 11.18.) Mr. Meyer simply

assumed that the 21 days is an appropriate praxyéoAlU actual collection lag, without
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providing any supporting evidence. (Ameren ExORH, p. 8.) On rehearing, Mr. Meyer does
not dispute Mr. Heintz’s analysis which demonsutates calculation of AlU’s 28.13 day
collection lag. (Id.p. 9.)

In addition, Mr. Meyer’s proposed collection lagsighstantially lower than recent
collection lags of other lllinois utilities._(ldp. 8.) The approved collection lag for Nicor,
Docket 08-0363, was 33.77 days. Peoples Gas hightCoke Company and North Shore Gas
Company, Docket No. 09-0166/09-0167 (cons.), fitada collection lag of 32.72 days. ()d.
And ComEd recently filed for a collection lag of.36 days (Docket No. 10-0467). (lg. 9.)

For these reasons, the AlU’s 28.13 day collectamy) talculated using test year data, is
reasonable, and the $3.75 million in costs assatiaith the difference between 28.13 days and
21 days should be included in the AlU’s revenueaimn@nent.

A. What I's The Appropriate Methodology To Determine Whether The $3.75

Million In Capital Costs Should Be Netted Against The $9.4 million Of Late
Fee Revenues To Offset The Revenues With The Capital Costs?

Actual AlU aging of accounts receivables data ¢jesinows that not all customers pay
their bills on time (as does the fact that the Aédeive late payment fee revenues). (Ameren
Ex. 9.0RH, p. 11.) Such late payments are govebyetie Commission’s rules, at 82 Ill. Adm.
Code Part 280, which contain extensive rules reggrithe payment terms and conditions.
(Ameren Ex. 2.0RH, p. 17.) In particular, the 280 rules (83 Ill. Adm. Code Section 280.90)
set the amount of a late fee that a utility mayrgha The AlU received $9.4 million in late
payment fee revenue in the test year. (Amerer2IBRH, p. 18.)

By reducing the revenue requirement to be recovieoed ratepayers through tariffed
rates, late payment fees provide customers a blafit. (Ameren Ex. 9.0RH, p. 12.) IIEC
agrees that late fee revenues are a source ofuewecluded in the cost of service and that

tariffed rates established in these proceedingdduoel higher absent the late fee revenues.
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(Ameren Ex. 16.1RH, p. 1, Data Response AlU-IIE@2]) By adopting IIEC’s proposed 21
day collection lag, however, the Order creatednalbalance by reflecting the entire amount of
late fee revenues (to the benefit of the AIU custapbut not reflecting the costs associated
with the actual collection lag experienced during test year. The same customer payment
pattern that creates the actual collection lag gésterates the late fee revenues. The Order did
not fully reflect the costs of these payment patiebut gave customers all of the benefits.
Reflecting the actual late fee revenues in thergetmtion of the AIU revenue requirement,
while substituting an artificial collection lag 21 days as proposed by IIEC, penalizes
shareholders by providing a benefit to customersviuch they are not entitled. (Ameren EXxs.
16.0RH, p. 4-6; 2.0RH, p. 20.) The Commission #thinstead include the effect of actual test
year late payments — both late payment revenueheneffect of the actual collection lag on
CWC (worth $3.75 million at the Commission’s appdweturns) — in the revenue requirement.
This proposal would give customers a net benefitvefr $5.5 million (the excess of late
payment charges over the CWC effect of late pays)erfAmeren Ex. 9.0RH, p. 13.)

IIEC witness Mr. Meyer claims that there is no &tit connection” between the CWC
cost arising from the collection lag and late paghfee revenues. (IIEC Ex. 11.0RH, p. 7.)
However, both the CWC cost (a function of the adln lag) and the late fee revenues result
from the AIU’s customer payment patterns. (Ameren .0RH, p. 7.) While Mr. Meyer
proposes a reduction of the collection lag to 2isdhe does not propose a reduction in late fee
revenues to reflect a 21 day collection lag paynpatiern. (Ameren Ex. 16.0RH, p. 7.) In fact,
Mr. Meyer also admitted that he has not performedrsalysis of what late fee revenues would

be with a 21 day collection lag. (Ameren Ex. 1641R. 2, Data Response AIU-IIEC 11.09.)
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Staff agrees that both the $3.75 million of CWCts@sising from the calculated 28.13
day collection lag and the test year level of [sgment revenue of $9.4 million should be
reflected in the revenue requirement. (AmerenlbxORH, p. 3.) Staff witness Theresa Ebrey
stated:

The costs and revenues related to late paymentddshe both
included in or both excluded from the revenue reggaent. This is
consistent with the matching principle wherein sdstr a period
should be matched with revenues for the same peBote the
revenues associated with late payment fees dectieasamount of
revenues to be recovered through base rates, gie associated

with the collection lag should also be reflectedtin® revenue
requirement.

(ICC Staff Ex. 1.0RH-R, p. 27.) Ms. Ebrey adjustied revenue lag to include the 28.13
collection lag, rather than the 21 day collectiag.| (ICC Staff Ex. 1.0RH-R, p. 27.)

In conclusion, IIEC’s position on rehearing shohtdrejected, and, consistent with
Staff's recommendation, the $3.75 million of CWGtsnarising from the calculated 28.13 day
collection lag should be reflected in the revereguirement.

VIIl. What, If Any, Adjustment Is Legally Appropria te With Regard To Pension And
Other Post-employment Benefits?

In the initial phase of this proceeding, the Allwposed an adjustment to test year
pension and benefits expense that was “individudéwntified and supported” in direct testimony
and “known and measurable” based on a July 20@faat valuation; the most current actuarial
data available at the time. The AIU proposed adjest is no different in character from
adjustments proposed by Staff or accepted by thmer@ssion in many prior cases. “Unless
there are clear and distinguishable reasons fadidgca case different, the Commission will
follow in line with precedent. To do otherwisekssa charge of arbitrary and capricious action.”

North Shore/People®ockets 07-0241/0242, Order, p. 16; asoBPI 1, 136 11l.2d 192, 228

(1989) (“[N]o matter how much discretion the Comsiis is afforded under the Act, its
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decisions are entitled to less deference wheragtahally departs from past practice.”) The
Order’s rejection of the AlU adjustment is a shdeparture from past Commission practice that
must be corrected in the Order on Rehearing. Thkephoposed adjustment to pension and
benefits expense is “legally appropriate” and stidad approved.

A. The AIU’s Pro Forma Adjustment To Pension And BenEkpense Was
Individually Identified And Supported In The AllDgect Case

The Order suggests that the AlU’s proposed pro éoajustment was not “individually
identified and supported” in direct testimony, equired by Part 287.40. Order, p. 90. The
Order is mistaken. The AIU identified with specify a pro forma adjustment to pension and
benefits expense in their direct case and providedinderlying support for this adjustment
months before the initial evidentiary hearing irsthroceeding. That the AIU lowered their
adjustment during the course of this case doesialatte Part 287.40.

From the outset of this case, the AlU put interdgt@rties on notice that they were
seeking to adjust test year pension and OPEB eggdmsed on post-test year expense as
calculated by the AlU’s independent actuary. Thel Alrect testimony proposed a pro forma
adjustment to pension and OPEB expense based getead2010 expense, as calculated by the
AlU’s actuary in a January 2009 actuarial repgAmeren Ex. 2.0E Rev. (Stafford Dir.), p. 8.)
Six weeks later, the AlU filed supplemental diregtimony thatoweredthe pro forma
adjustment based on an updated actuarial analsegised in July 2009. (Ameren EXx. 25.0
(Stafford Supp. Dir.), p. 4.) During the next twmnths, Staff reviewed the AlU’s proposed
adjustment and the Januanyd July 2009 actuarial reports. Staff, however,atgéd the
adjustment, claiming that changes in the 2010 egémand 2009 actual expense amounts

between the January and July actuarial reportsatell that the adjustment did not “meet the
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known and measurable criteria for pro forma ad)esti® because the amounts of the changes are
not determinable.” (ICC Staff Ex. 1.0 (Ebrey Dip) 26.)

In rebuttal testimony, the AlU explained why théyJ2009 actuarial valuation presented
a known and measurable level of pension and berefptense for 2010. (Ameren Ex. 38.0-38.2
(Lynn Reb.).) Relying on the same July 2009 valuatitihre AlU also proposed an alternative
calculation of the adjustment based on actuar@diiermined expense for the 12 months ending
September 30, 2009. (Ameren Ex. 29.0 Rev. (Stfieb.), p. 12.) On rebuttal, Staff rejected
both proposals, claiming that only a final actuamégort for the calendar year 2009 was
sufficient to demonstrate a known and measurabld & expense for that year. (ICC Staff Ex.
15.0 (Ebrey Reb.), p. 19.) Not once, in eitheedlior rebuttal testimony, did Staff ever claim
that the AlU’s pro forma adjustment was untimelytieat Staff was prejudiced by having
inadequate time to respond and review the AlU gpsal.

There is no dispute that the AIU proposed a proméoadjustment to pension and benefits
expense in their direct case. Contrary to theirafibn in the Order, Part 287.40 does not
preclude a utility from modifying a pro forma adjoent during the course of a rate case. The
purpose of Part 287.40’s “individually identifieddasupported” requirement is to ensure that

Staff and other interested parties are put on eati@and have ample opportunity to review a

utility’s pro forma adjustment. Consumers lllindater Company‘CIWC”), Docket 93-0253,
152 P.U.R. 4th 131, 1994 Ill. PUC LEXIS 207, at May 11, 1994) (“[Pro forma adjustments
must be identified with specificity and documengsdknown and measurable sufficiently early
in the process to permit the Staff and interestatigs an adequate opportunity to review them
and to prepare their case.”). The AIU compliedhwiatart 287.40 in letter and in spirit by

identifying an adjustment and underlying supportupplemental direct testimony. The AlU did
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not propose a pro forma adjustment to pension aneéfiis expense for the first time on rebuttal
or surrebuttal. The AIU did not revise their adinent late in the case based on new evidence.
And the AlIU did not wait until the eve of hearirggrovide Staff with the actuarial report that
supports the adjustment. Staff cannot claim isiight that it was prejudiced by an offer of
compromise that it specifically rejected weeks ptiohearing. Nor can Staff complain that it
did not have time to review an actuarial repor¢adly in its hands before it filed its direct case.

The AIU proposal in supplement direct testimony wased on the July 2009 actuarial
report. This report provides an evidentiary b&sisan adjustment based on 2010 estimated
expense, as well as an adjustment based on agpehse through September 2009. The AlU
eventually selected one position over the otherthmiunderlying evidence for both proposals is
the same. Staff's position is that because the 2009 report is not the final report for the
calendar year, the report does not present knowmeasurable expense levelsdoy period.
Thus, the disputed issue with regard to the peraiustment has always centered on what
weight should be given to the July 2009 report, moidwhich period (12 months ending
September 2009 vs. calendar year 2010) is the appepriate period to use as a proxy for test
year pension and benefits expense. Indeed, Staffdt argued that the AlU adjustment was not
properly identified in the AlU’s direct case. T@eder is in error by concluding otherwise.
There is no basis in the record to find that theefprma adjustment for pension and benefits was
not, as a matter of procedure, individually ideatifand supported in the AlU’s direct case.

B. The AIU’s Pro Forma Adjustment To Pension And BenEkpense Was Known
And Measurable During The Initial Phase Of Thisdeeding.

The Order also finds that Staff “raised valid cemms about whether AlU’s proposed pro
forma adjustment constitutes a known and measucilalege.” Order, p. 90. This finding is

also wrong, for at least three reasons. FirstCbi@mission routinely relies on the most recent
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actuarial data available as support for pro forajasiments to pension and benefits expense,
regardless of whether the most recent data availald final report for a calendar year. No
party disputes that the July 2009 actuarial reprait the most recent actuarial data available at
the time of the initial hearings. Second, no pdisputes that the amounts actually booked for
pension and benefits expense match the amountsiegtm the July 2009 actuarial report.
Third, no party disputes that although workforcguetions are not reflected in the July 2009
actuarial report, the Order approved a reductiaesh year pension and benefits expense
associated with workforce reductions.

1. The Commission Reqularly Relies Upon The Lafestilable Actuarial
Data When Adjusting Test Year Pension And OPEB Bxpe

Staff admits that the July 2009 report was thestad®ailable actuarial data at the time the
AlU proposed the pro forma adjustment. (Reh. TB:&&® (Ebrey).) Staff, however, has
maintained that only a final, year-end actuarigbréis sufficient to support a pro forma
adjustment to pension and benefits expense. (&€ Bx. 15.0, p. 18; Tr. 753-54; Reh. Tr.
170-71). Staff’'s argument cannot be squared withr Commission orders or with adjustments
that Staff itself has proposed or accepted in prases.

As recognized (and advocated) by Staff, the Comonsggularly relies upon the latest
available actuarial data in approving adjustmenisension and benefits expense. (Reh. Tr.
172:16-20 (Ebrey)) (“Staff and lllinois utilitiesakie consistently agreed that pension expense

should be updated based on the latest actuariblagian . . . .”);_sealsq North Shore/Peoples

Docket 09-0166/0167, NS-PGL Ex. CMP-1.0, pp. reyiding updated actuarial report on
rebuttal); ComEgdDocket 07-0566, ComEd Ex. 7.0, p. 40 (pro formmstment for pension and
benefits expense of approximately $14.8 milliondobsn a mid-year updated actuarial analysis);

North Shore/People®ockets 07-0241/0242, Order (Feb. 5, 2008), (pdd forma adjustment
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to reduce test year pension expense based on aroshicavailable actuarial data for 2007);

Northern lllinois Gas CpDocket 95-0219, 1996 Ill. PUC LEXIS 204, at *5%pf. 6, 1996)

(relying on actuarial studies “based on the lad@silable information” and “prepared

independently of the Company”); lllinois Power Cloocket 93-0183, 151 P.U.R. 4th 281, 1994

lIl. PUC LEXIS 139, at *87 (April 6, 1994) (relyingn a revised actuarial study presented on
rebuttal as “the most recent estimate of pensigeese that is supported by an actuarial study”);

Peoples Gas Light and Coke Cbocket 91-0586, 1992 Ill. PUC LEXIS 376, at *6Bct. 6,

1992) (relying on the most recent actuarial vabhrapresented on rebuttal because “the most
current information available is the most accurat®"The AlU have searched in vain for any
prior Commission order specifically stating tloaty final calendar year actuarial reports are
sufficient to meet the known and measurable stahdar

Staff claims that amounts in the July 2009 repaten'estimates” that are not known and
measurable for ratemaking purposes. (Reh. Tr.1169:69:18, 170:9 (Ebrey).) The expense
amounts for the 12 month period ending Septembe?2@I0 were far from “estimates.” These
amounts were actuarially determined, fixed and leddkefore the initial evidentiary hearing in
this proceeding. But even if the amounts in tHg 2009 report were “estimates,” Staff itself
has proposed adjustments to historical test yaasipe and OPEB expense based on post-test
year “estimates” in other proceedings. In DockeD897, for example, Staff recommended a
downwardadjustment to ComEd’s pro forma adjustment for memexpense based on 2005

estimated expense in a 2004 actuarial report. .(Reti73:10-16 (Ebrey); Ameren Cross Ex. 2,

10 Staff also acknowledges that use of post-test gatr to establish expense is consistent with thisA
two most recent rate cases, Dockets 07-0585 - (jQsted 2004 test year expenses with 2005 acbsés) and
06-0070 - 0072 (adjusted 2006 test year expengbs2@07 actual costs). (Tr. 757:12-16 (Ebrey).)
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p. 13.}! Staff's claim that 2009 expense amounts werdrfeges” that could have changed
upon issuance of the year-end 2009 report — eviewdre true — simply rings hollow. Staff's
insistence on ignoring recent actuarial data isgetaly at odds with the Commission’s prior
practice and, for that matter, Staff's recommeraato the Commission in prior cases.

2. Actuarial Data for the 12 Months Ending Septendie 2009 Supports a
Known and Measurable Change in Pension and Beeffisnse

The July 2009 valuation not only contained thedéailable actuarial data, but also
established as known and measurable the AlU’s perasid OPEB expense for calendar year
2009. As the AlU discussed in prior testimony (agdin in rehearing testimony), pension and
OPEB expense for the currdigcal year is based on employee census dataasket values,
and financial market conditions as of the last ofthe priorfiscal year. (Ameren Ex. 54.0
(Lynn Sur.), pp. 4-5; Ameren Ex. 8.0RH (Lynn Dipp. 4-6.) Thus, the AIU booked 2009
expense amounts relying on independent actuatiadtrans using data as of December 31,
2008. (1d) Actualplan asset values and financial market condit{and estimated employee
census data) as of December 31, 2008 were availabBdnuary 2009._(1y.Actualemployee
census data as of December 31, 2008 was availabla@the issuance of the July 2009
valuation. (Id) Thus, by the time that the July valuation wasiesl, all actual data from the

prior fiscal year (2008) was available to set expenseuarts for the currerftscal year (2009).

From the outset of this case, Staff’'s chief commpilabout the pro forma adjustment has
been that 2009 amounts changed between the Ja2@®yand July 2009 reports. (See,

ICC Staff Ex. 1.0, p. 26.) But in relying on thesenges to reject the adjustment as not known

™ The actuarial report that Staff relied on in Dadk&-0597 for its downward adjustment is analogous
the January 2009 actuarial report that the Alleckbn in their original direct filing. The Janu&§09 report
included final data for calendar year 2009, andreded data for 2010. Although Staff rejected Al proposal to
adjust pension expense based on 2010 estimatedrd@tacket 05-0597, Staff relied on 2005 estimatath
contained in a final actuarial report for 2004.
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and measurable, Staff has ignored that the amdamntise current fiscal year almost always
change between the January and July reports &ctefle difference between the prior year’'s
estimated and actual employee census data. (Anierebd.0 (Lynn Sur.), pp. 4-5; Ameren EX.
8.0RH (Lynn Dir.), pp. 6-7; Ameren Ex. 8.2.) Aftesuance of the mid-year report, however,
expense accruals for the first and second quasiéireever change and accruals for the third and
fourth quarters are set and will ordizange upon the rare occurrence of a significkam @vent.
(Id.) Thus, the amount of pension and OPEB expenskelddor any fiscal year is known and
measurable upon the issuance of the mid-year report

Staff suggests that the AlU failed to demonstrage the actuarially determined “expense
amountscouldnot change.” (ICC Staff Ex. 3.0RH-R (Ebrey SuRpb.), p. 3 (emphasis in
original).) But Staff's assertion does not havzaais in either the record or the rule. Part 287.4
does not require that the utility eliminate anyb#ity that the actual change in expense could
differ from the proposed adjustment; the utilityshanly demonstrate that the change is
“reasonably certain” to occur at a measurable amo&ny number of unplanned occurrences
could cause even the most certain of expected twstsange. But regardless of the AlU’s
burden, in this instance, the AIU demonstrated tiatrequested expenseuld not change and
did not change. As the AlU’s actuarial expert expldinenly a significant plan event can result
in a change in expense accrued and booked in thentdiscal year, and even then only in the
financial quarter in which the event occurs. (AereEx. 54.0, p. 5; Ameren Ex. 8.0RH, p. 8.)
But no such “significant plan event” occurred ie third quarter of 2009 after issuance of the
July 2009 report. (Ameren Ex. 54.0, pp. 3-4.) Awen if a “significant plan event” had
occurred in the fourth quarter of 2009, such amewsuld have impacted only expense amounts

for that quarter and would not have impacted an®tortprior quarters. Thus, by the time the
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AlU submitted rebuttal testimony in October 2009hg initial phase of this proceeding, the
pension and OPEB expense for the 12 month peridohg@rseptember 30, 2009 was final and
not subject to change. As the AlU’s actuary statieel amounts recorded through September 30,
2009 “will not change” prior to the hearings in Redber 2009. (Ameren Ex. 54.0, line 133.)

In the initial phase of this proceeding, Staff amkfedged the expense sought by the AlU
through September 2009 was “based on the amoutialisgarecorded on the books of the AlU.”
(ICC Staff Ex. 15.0, p. 19.) On rehearing, Stafiicedes that the pension and benefits expense
recorded through 2009 was “known prior to hearingSecember 2009.” (Ameren EX.
18.2RH.) The existing record prior to rehearingyides a sound, supportable basis for the AlU
pro forma adjustment. The AlU rehearing testimorgrely confirms what the AlU said before
rehearing: the AlU are requesting the actual espdrooked for the twelve months ending
September 30, 2009 -- no more, no less -- in aruatribat equals the quarterly accruals as
calculated by the AlU’s actuary. (Compare Ameran®3RH with Ameren Ex. 8.2RH.)

3. The “Workforce Reduction” Already Adjusted Eséited 2010 Expense
To Deduct The Expense For Separated Employees

Staff now questions the reliance on any actuar@diiermined and booked pension and
benefits expense for 2009 because the final aeluaport for 2009 did not account for a
workforce reduction in the fourth quarter of 20q8CC Staff Ex. 3.0RH-R, pp. 3-5.) Staff
raises this concern, even though the AlU repeatealy testified that the workforce reduction,
even if it had been a “significant plan event,” wbbave only impacted expense for the fourth
quarter 2009. The expense booked for the twelvetimperiod ending September 30, 2009
would not have been affected. But as Staff kn@ns, as explained by the AlU’s actuary and
Controller, the separations did not meet the matgrithreshold under generally accepted

accounting principles to be considered a “signifiqgalan event.” (Ameren Ex. 8.0RH, pp. 8-9;
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Ameren Ex. 18.4RH.) So even if Ameren had exectliedvorkforce reduction prior to the
fourth quarter of 2009, it would not have impac2€®9 expense. And it would have defied
accounting principles for Ameren to adjust currexppense for a non-material event. Any non-
material change in employee headcount in 2009anpmon-material event whatsoever — would
have only impacted expense in 2010. (Ameren EXRI8,(. 8.)

Staff, however, suggests that actuarially-deterchjpension and OPEB accruals for 2009
are not “known and measurable for rate marking psep” because, regardless of whether the
workforce reduction was material for actuarial ppsgs, it was material “for rate making
purposes.” Staff makes this suggestion, despédatt that it cannot identify a single prior
example where a workforce reduction during thercdde year used to set expense impacted
accrued expense for that year. (Ameren Ex. 18.0&&fford Supp. Reb.), pp. 5-6.) Nor does
Staff explain what the Commission should use tal#isth a utility’s pension and OPEB expense
when a workforce reduction has occurred, if notutigy’s actuarially-determined expense
accruals. Indeed, since non-material changes pi®me headcount affect expense accruals for
the following fiscal year (and not the current ye&taff has failed to articulate a sensible
rationale why the actuary’s accruals should be @sisle anytime a workforce reduction occurs.

Even if it were appropriate “for rate making puressto adjust pension expense based
on immaterial and out-of-period workforce reducipAppendix H of the Order already reduces
pension and benefits for costs associated withvti&force reduction. (Ameren Ex. 18.0RH, p.
7; Ameren Ex. 18.3RH.) Indeed, the very purpostefworkforce reduction related to pension
expense was to make a regulatory adjustment t@abpgrincome to deduct future expenses for

separated employees. {ldn fact, the reduction shown on Appendix H wasdxd on the
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elimination of higher 2010 estimated expense, rathen lower 2009 or even 2008 levels. XId.
Any further adjustment based on the workforce rédas would result in double counting.

The existing record and record on rehearing readitgblish that the AIU pro forma
adjustment to pension and benefits expense islegétly appropriate and fully consistent with
past Commission practice. The Order on Reheahngld accept this adjustment.

IX. Clarifications concerning the Public Utility Revenwe Act (“PURA”) tax and its
Recovery in Light of the Commission’s Expressed Im@nt.

Regarding PURA tax recovery, the Commission’s interlearly stated in the NOCA, as

follows:

(8) With regard to the Public Utility Revenue ACPURA”) tax

and its recovery, it was the Commission’s intenitenOrder to
exclude the PURA tax from the revenue requireméeiit the
PURA tax as a pass through tax, have the PURA d¢arvered
through a volumetric charge, and have the PURAskEparately
identified as a line item on the customer’s bill ether pass-
through taxes are identified.

The Commission further instructs, given its expiiagant, that the parties may seek
clarification on rehearing regarding this issue.

The AIU’s proposals with respect to PURA tax reagyeonsistent with the
Commission’s intent, are set forth in the testimofIlU witness Mr. Leonard Jones, as is the
related proposal to conform rates to the final neserequirement. (Ameren Ex. 10.0RH (Jones
Dir.), p. 3.)

A. PURA Tax Recovery

Exclusion of PURA Tax from Revenue Requirement

Mr. Jones explains that under the AlU’s presenttigative tariffs (implemented per the
Order), the PURA tax is not entirely excluded frbase rate revenue requirement. (Ameren EX.

10.0RH, p. 3.) The details of the presently stasels and how they were developed pursuant to
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the Commission’s May 6, 2010 Order is detailed in 3bnes direct testimony on rehearing.

(Id., pp. 3-6.) Pursuant to the NOCA, Mr. Jones prepds fully exclude the PURA tax from
the AIU’s revenue requirement so that base deligeryice rates will not recover any
Distribution Tax expense. In other words, thennie for the Distribution Tax to be fully
unbundled from the rest of the delivery serviceereie requirement and pricing. (Ig. 10.}?

Price changes are required to implement this sédysent price changes, certain amounts would
otherwise be recovered in the base delivery seraies. (Id.p. 11.) The AlU therefore

propose that DS-1 and DS-2 Distribution Tax be stéjth as described by Mr. Jones at Ameren
Exhibit 10.RH, p. 11.

The AIU’s and Staff's presentation of the AlU’s ezwe requirement on rehearing
excludes the PURA tax in its entirety, and no farthdjustment to the rehearing revenue
requirement is required to remove PURA tax. (Amefg. 17.0RH (Jones Reb.), Ins. 76-78;
ICC Staff Exs. 1.01RH CILCO-E; 1.01RH CIPS-E; 1.61FR-E; Ameren Rehearing
Appendices A-C, Sch. 1.) In addition, in his ralmgatestimony, Mr. Jones proposes that
Distribution Tax Charges that are collected purst@athe Tax Additions Tariff equal the actual
PURA tax expense. (Ameren Exs. 10.0RH, pp. 122T3RH, pp. 8-9.) Mr. Jones’ tariff
proposal provides for the prospective offset toRhHRA tax amount by the actual credit memo
value for the applicable period. (See Ameren ERORH, pp. 11, 13; 10.2RH.)

Clarification of Amount of PURA Tax - Credit Memardum

On behalf of the IIEC, Mr. Stephens argues thatitieis currently collecting $4

million more related to the PURA tax than authadipairsuant to the Commission’s Order.

12 The appropriate level of Distribution Tax is $2213000 for AmerenlP, $15,451,000 for AmerenCIPS,
and $5,139,000 for AmerenCILCO. (Ameren Ex. 10.RHQ.) This means that amounts of $22.37 milliith.45
million, and $5.14 million should be recovered freostomers of the respective utilities. (jal. 10.)
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(IIEC Ex. 9.0RH, p. 2). Mr. Stephens suggests tiatCommission address the alleged over-
collection by providing for retroactive rate tre@m in its final order on rehearing. (lgp. 2, 7.)
As discussed above, the AlU’s present proposaebearing would reduce the actual
PURA tax expense by the applicable credit memonangoing forward. As Mr. Jones asserted,
the AIU did not have the discretion to unilateralydress the proper treatment of the PURA tax
credit memoranda at the time the Order was iss(&dheren Ex. 17.0RH, pp-11-12.) As Mr.
Jones points out, the AIU are not requesting ahsuge to make up for corrections increasing
the revenue requirement after the April 29, 20ItaFOrder. (Id.
Moreover, once the Commission establishes ratesA¢hdoes not permit refunds if the
established rates are too high, or surchargeg ifdtes are too low. BPJ136 Ill. 2d at 209.
This proposal is therefore contrary to lllinois lawd should be rejected in light of the clear

authority specifically prohibiting retroactive rateking in lllinois._Citizens Utility Co. of

lllinois vs. lllinois Commerce Comm’(1988), 124 1ll.2d 195, 207 (“[A] public utilitysi

required to charge the rates determined by the desion . . . . The rule prohibiting retroactive
ratemaking is consistent with the prospective ratdiegislative activity, such as that
performed by the Commission in setting rates...”).

By specifically asking the Commission to effectuaparations for an error in the final
rate schedules, the IIEC is requesting the Comomngsi violate the prohibition against
retroactive ratemaking. Accordingly, the IIEC'gjoest should be rejected.

Treatment As Pass Through Tax

In order for the PURA tax to be treated as a “ghssugh tax,” it is necessary that costs

and recovery are matched and “period expensesaarded against period revenues.” (Ameren
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Ex. 10.RH, p. 13.) A “pass through” means thatauers will pay the exact amount of tax
assessed for the period. (Ameren Ex. 17.0RH, #p) 3

To accomplish the goal of recovering the PURA tsua@ass through tax, the AlU have
included the recovery provisions associated withRWRA tax within its Tax Additions Tariff.
(Ameren Ex. 10.1RH.) The AIU Tax Additions Tarngdfovides for the collection of excise taxes
from state and municipal entities. (S®meren Ex. 17.0, pp. 9-10.) Other taxes collected
pursuant to that tariff are remitted and colleaadan ongoing basis, but the PURA taxes are
assessed on an annual basis based on total aMibadddes. (Ameren Ex. 10.0RH, p. 14.)
Accordingly, the AlU designed recovery of PURA &xpense to operate in a manner where it
will be collected on an ongoing basis. (Io. 10-11) This approach assures that the callect
PURA taxes will be recovered in similar fashiorthie other taxes collected pursuant to the
AlU’s Tax Additions Tariff. To assure the Commissithat the charges assessed will match the
taxes paid by the AlU, the AIU proposal providesifdormational sheets to be filed with the
Commission on a periodic basis, and further pravide an annual reconciliation should the
Commission decide it is necessary to review theaated calculations and accounting.
(Ameren Ex. 17.0RH p. 13; Ameren Ex. 10.2RH.) Trifermational filing ensures that the tax
is, indeed, being passed through. Finally, the Aillcollect the PURA tax expense based on a
per-kWh basis, and separately identify it on cugtohills. (SeeAmeren Exs. 10.0RH, pp. 4-5;
10.1RH.) Thus, the AlU’s proposal satisfies afiméents of the Commission’s stated intent.

Staff argues that the characterization of the taxa$ a pass through does not mean that it
expects the AlU’s to true up the recovery of thessts from ratepayers and institute a
reconciliation process.” (ICC Staff Ex. 2.0RH5p) Staff recommends that the PURA tax be

assessed to customers as a static charge on cuditismgn a manner whereby the actual amount
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collected from customers for any given period wdt bear a direct correlation to the amount of
tax expense paid by the AlU. (lghp. 4-6).

Staff’s proposal, however, does not squarely addies Commission’s stated intent. The
AlIU can conceive of no other meansp@ss througlits tax liability directly to customers. As
noted by Mr. Jones:

The term ‘pass through’ indicates to me there ghbela matching

of period costs incurred and period revenues. tterowords, the

Commission intends that the AIU will pass throughRURA tax

liability to customers without departure from adttexes assessed.

(Ameren Ex. 17.0RH, p. 3.)
Further, Mr. Lazare’s focus on the term “pass tgidugnores the broader context of the terms
and does not give any weight to the other elemaittse Commission’s stated intent. In
particular, he ignores the significance of the Cassion’s instruction to exclude the PURA tax
from the revenue requirement, separately statethRA tax on customer bills, and its directive
to treat the PURA tax as a pass through tax.

If the Commission truly intended the PURA tax torberely a static charge separately
stated as a line item, there would be no practeadon for removing the tax expense from AlU
revenue requirements. As Mr. Jones explains, byaf@xample, the AIU have a separately
stated meter charge, and there is no similar palgogemove the associated costs from revenue
requirement. (Ameren Ex. 10.0RH, p. 14.)

Further, Mr. Lazare fails to explain how revenudemted from customers pursuant to a
bill item identified as a “tax” could justifiablyeppart from the actual taxes paid by the utilitys A

the charge on customers’ bills will not be matcteegeriod tax expenses under Staff's proposal,

customers would potentially pay the utility an ambun excess of the actual tax assessed. In

13 While the AIU offers an affirmative response taf8s interpretation of the NOCA in the forgoing,rM
Lazare agreed that to the extent the AlU’s intagiien of the NOCA be deemed correct, the AlU’spmsal for
reconciliation and true-up is reasonable. (Amdtgnl7.1RH, p. 3.)
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other words, the utility should not earn a profitake a loss on a tax line item. Customers
should be able to expect that amounts paid un@eiattes column on their bill actually pay for
taxes — no more, no less. Mr. Lazare also ignibretention of the Commission tieat

recovery of the PURA tax as a pass through taginmlar fashion to other tax line items. As
noted by Mr. Jones, other tax line items on custdiks do not depart from actual tax liability.
(Ameren Ex. 10.0RH, p. 14.) Therefore, to haveRbHRA tax collected as a static charge
would serve to treat the PURA tax in a manner degearom other excise taxes contained in the
AlU’s tax additions tariff.

IIEC argues that the NOCA does not mention the amantation of a reconciliation
provision. (IIEC Ex. 9.0RH, pp. 5-6.) The AlU adds this argument above in its response to
the testimony of Mr. Lazare and will not restatest arguments here. In response to Mr.
Stephens, the AlU would further note that the NO«I#early does not prohibit the use of a
reconciliation as a means to effectuate its stistieaht.

Mr. Stephens also argues that the PURA tax isngjsishable from other taxes collected
as part of the Tax Additions Tariff. The AlU wouddree with Mr. Stephens only to the extent,
as Mr. Jones points out, that the PURA taxes aesasd as an annual tax obligation rather than
being collected and remitted on an ongoing ba@&seren Exs. 17.0RH, pp. 9-10; 10.0RH, p.
14-15.) However, Mr. Stephens incorrectly analegithe PURA tax to income or real estate
taxes. The PURA tax and other taxes collectedyautsto the AlU tax additions tariff can all be
classified as excises taxes, distinguishable fiaag assessed on the basis of property
ownership or income.

An excise tax is a tax imposed on a particulavégtisuch as sales or consumption, and

is distinguishable from property and income taxgeeBlack’s Law Dictionary (8 Ed., 2004);

-47 -



United States v. Mastercases of Cigaretd8 F.3d 1168, 1185 (2006); Buckstaff Bath House

Co. v. McKinley 198 Ark. 91, 127 S.W.2d 802, 806 (1939); Twinl$iGolf and Country Club,

Inc. vs. Town of Forest Park23 P.3d 5, 8-9 (2005). The PURA tax, as praviide by Public

Utilities Revenue Act (620 ILCS 620 et sgas assessed on the activity of delivering eleity
and thus is clearly a variety of excise tax. Thae the PURA tax shares commonality with the
other taxes contained in the AIU Tax Additions Taand is clearly distinguishable from
income and real property tax expenses paid by thie A

Further, Mr. Stephens general criticisms fail tplai: (1) A method for excluding the
tax from revenue requirement, (2) how to treatRhHRA tax as a pass through tax, (3) how to
collect it in a volumetric manner, or (4) in whaammer it should be separately identified with
other pass through taxes. (feweren Ex. 17.0RH, pp. 9-10.) To the contrary, Btephens’
testimony only criticizes the AlU for attemptingascomplish those ends.

Both Staff and IIEC suggest that a reconciliationld be administratively burdensome.
As Mr. Jones explains, however, the proposed tpupravisions are very simple to administer.
(Id., p. 13.) The AlU’s present tariffs contain seVeoaitine rate mechanisms where period
costs are balanced against period revenues, dedeti€es are trued-up in forward looking
prices (e.g., Rider PER, Rider HSS, Rider EEA, RilgA, UCB/POR provisions within
Supplier Terms and Conditions). The true-up fer Ehstribution Tax would operate similar to
these other routine adjustments. X1Id.

Therefore, to implement the Commission’s stateennwith respect to PURA tax, the

AlU request approval of the tariff language progbseAmeren Ex. 10.2RH.
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B. Conformance of Electric Ratesto Final Revenue Requirement

The AIU’s proposal for conforming electric ratesthe final revenue requirement is as
follows. First, the AIU will rerun the embeddedstof service model to determine each class’
responsibility of the revenue requirement (Ordef32). (Ameren Ex. 10.RH, p. 12.) Second,
the rate moderation/mitigation plan, where theease to any class, or DS-3 and DS-4
“subclass,” should continue to be limited to no ettran 150% of the system average increase
(Order, p. 295). (Ameren Ex. 10.RH, p. 12.) Thttee adjustments to individual price
components should follow the conclusions of the dasign section (Order, p. 287), except
instead of further adjustments to the Distribufi@x Charges for DS-4, only Distribution
Delivery Charges should be adjusted.,(fd.12-13.) Thus, the “final” base distributitax
rates established in this proceeding for each @esas follows:

Final Distribution Tax Rates Required to RecovestT¥ear Expense

Rate AmerenlP AmerenCIPS AmerenCILCO
DS-1 $ 0.00197 $ 0.00196 BH0Q36
DS-2 0.00197 0.00196 0.00136
DS-3 0.00138 0.00129 0.00090
DS-4 Primary 0.00062 0.00062 0.00034
DS-4 High Voltage 0.00044 0.00037 018
DS-4 +100 kV 0.00010 0.00010 0.00003
DS-5 0.00138 0.00129 0.00090
(Id., p. 13.)

Again, the Distribution Delivery Charges for DSHtdugh DS-4 would be scaled up or
down to achieve the revenue requirement targetduysex under the rate moderation/mitigation
methodology — no other charges would change) (I&liminating the DS-4 Distribution Tax as
a potential changing variable will provide assugtacthe Commission that the base Distribution
Tax Charge values recover Distribution Tax expeasd,simplify development of final

compliance rates resulting from this proceedirid.) (
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For electric rates, Staff believes the Commisshoyukl deviate from the approach
previously approved and, similar to the approactitfe gas utilities, also apply an equal
percentage scalar to all prices in order to achikedinal revenue requirement. (Ameren EX.
17.0RH, p. 5.) Specifically, Staff witness Mr. laae sets out his proposal as follows:

| would first employ the across-the-board approanhall current
charges, including the separate charge for the PURA to
generate total revenues for the revenue requirearghthe PURA
tax. Then | would increase the PURA tax chargesDi8-1 and
DS-2 by an equal amount to produce the target leveévenues
for the tax. Finally, | would reduce the volumetrilelivery
charges for DS-1 and DS-2 customers by a correspgramount
to insure that the adjustment to the PURA taxesnioasnpact on
overall bills for these customers.

(ICC staff Ex. 2.0RH, Lines 185-191)

Staff's proposal, however, runs counter to the @rdierst, Mr. Lazare’s approach would
undo considerable rate uniformity in several chag@ong the AlU. Mr. Lazare’s approach
would result in each of the AIU charging electrisstomers different prices for Customer, Meter,
Transformation, and Reactive Demand charges. (AmExs. 17.0RH, p. 5; 17.1RH, p. 4, Resp.
to Data Request to AIU-ICC 42.02) This would ocjust a few weeks after the AIU merge into
a single utility** In the Order, the Commission approved uniformtGuer, Meter,
Transformation, and Reactive Demand charges antengitJ. Order, p. 287. Indeed, the AlU
proposed to reinstate uniform Customer and Meter@ds for the residential class, in part at the
urging of the Commission in the Order in Docketd®B5 (cons.). Order, Docket 07-0585 — 07-

0590 (cons.), p. 280. Now, when rate uniformitg b@ moved forward, the Commission should

disregard a proposal that would eliminate pricdarmity. (Ameren Ex. 17.0RH, p. 6.)

4 The proposed AlU’ restructuring is scheduled todwee effective on October 1, 2010 and this rehgarin
process is scheduled to be complete by NovembezQiZ).
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Next, Mr. Lazare’s proposal is an attempt, perhapatended, to revisit a position that
was not approved in the Order. (Ameren Ex. 17.0RH,) Instead, the Commission chose to
implement the AlU’s proposal (Order, p. 287), whaddresses subsidy elimination, rate
continuity, and bill impact concerns. Order, p428

Staff's approach also ignores the impact on ratestd the rate limiter provisions present
within DS-3 and DS-4. (Ameren Ex. 17.0RH, p. By change to the Distribution Delivery
Charges or Transformation Charge will trigger ang®ato the amount of “limited revenue”,
since DS-3 and DS-4 customers’ bills are limitedhsd the average ¢/kWh for the sum of
monthly Distribution Delivery Charges and Transfatian Charges does not exceed 2.6¢/kWh,
2.15¢/kWh, and 1.975 ¢/kWh for AmerenlP, AmerenCl&8 AmerenCILCO DS-3 and DS-4
customers, respectively. (Jdin the Order, the Commission agreed with the@ggh to set the
DS-3 and DS-4 rate limiter values at a level thatdpced approximately the same dollar amount
of “limited revenue” generated under present ra{€rder, pp. 313-314; Ameren Ex. 17.0RH, p.
7.) The same recalculation should be done upanitegathe final revenue requirement in this
rehearing proceeding. As Mr. Jones explainedpiild be appropriate to follow the steps to
determine the final rates approved in the Ordeth wlight modifications discussed in his direct
testimony on rehearing. (Ameren Ex. 17.0RH, p.The approach approved in the Order
balanced many competing interests, and shouldenapkended now.

C. Conformance of Gas Rates to Final Revenue Requirement

In the event that overall gas revenue requiremienthe AlU change from that currently
in effect, the methodology approved on page 2ah@Order should be used to conform rates.
Specifically, rates would be scaled by an equatgr@age to achieve the final revenue

requirement target for each of the AlU. (Ameren BXRH, p. 16.) For gas rates, Staff appears
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to be in agreement that rates should be scaled legaal percentage to achieve the final revenue
requirement target for each of the AlU. (Ameren EXORH, p. 5.) This is the same approach
approved by the Commission and used by the Alldjosh proposed prices to recover the final
gas revenue requirement in the initial phase ofahe case.
X. Conclusion

For the reasons discussed above, the AlU’s propadedtments on rehearing should be
accepted consistent with the schedules submittdeeidIU’s August 27, 2010 response to the

Post-Record Data Request, dated August 18, 2010.
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